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ENGLOSURE

STATE-WAR-NAVY COORDINATING GOMMITTEE

SPECIAL AD HOC COMMITTEE

INDOCHINA

BACKGROUND

1. ANALYSIS OF THE SITUATION IN THE_COUNTRY

- Indochina, over which French soverelgnty is recognized by
5this Government” is divided into three- main ethnic aress. 'In the
West are Laos and Cambodig whlch are governed aq nominally con—
’stltutional monarchies but which are actually under firm French
“control. $hese two states are relatively primitive and will not
érecelve special treatment in this study. The third ares, inhabited
-by’lslmillion Annamese, embraces the three east~coast provinces
of Tonkin, Annam and Cochinchina, over which France exercised com-
“plete control before the war. Following the Japan%se'surren&ér,
“Annamese nationalists uqdér the leadership of the communist—

" dominated Vietminh League préclaimed the independénce of thé
Republic of Vietnan comprisihg all three provinces. A bitter
conflict ensued betwéen the French and the Vietnamese which in
the past seven months has amounted to open war. .The main elements
in the situation may be characterized as follows:

A. The Vietminh League. The Government of the Republic

©of Vietnam is controlled by the Vietminh League, an organiza-
tion representing an alliance of Communist and nationalist

. ) forcés.A‘The_way had been prepared forAthevascendancy of the
Communist element in the nationélist movementlduring the;pre~
war decade when the extrémermeasufes taken by the Frénch
~administration against nationalist agitation resulted in the
elimination of all but the most determined ang best organized
of the revolutionaries, among whom the Coﬁmunists were pre-
eminent, ang dfo&e the Annamese intellectuals into clandestine

socleties which cooperated wiﬁhrtheicb@mthstp. Ho Chil Minh,
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a Moscow~trained agent of long standing, became and remains
the first Président,of‘vietnam and hag never publicly re—
canted his former Communist affiliationé, While Ho Chi Minh
has dismissed as "French propaganda" the charges that his
Government is Communist, other admitted Communiéts hold some
of ‘the most important ministfies in the Vietnam Government,
The Vietminh organization 1s thorough, extending down to the
villages and is reported to tolerate no opposition.

» At the\same'time, the present leaders of Vietnam
unquestionably owe their hold upén their followers to their '
record‘of steunch champidnshib of the nationalist cause.
They may havé originally adopted Communist techniques

'\because of the necesgslity of finding an effective instrumeqt

.to,oppose to the fepréssive pollcies of the French and have
been drawn toward Moscow because Moscow represented the:
sdurcé of revolutionary doctrine. The Vietminh pattern

| eppears to differ fromvthe Communist pattern in other areas

i ‘ in that (1) Ho Chi Minh has emphésized Vietnamese neutrglity

: / toward the Civil War in Ghina? while attempting to eiioit |
gupport from both the Xuomintang and the Chinese Gohﬁunists
for Vietnamese independence, (2) prominent figures in the
Vietnamese Gdyernment héve been critical of the Frerich |
Qommuﬁist'Party and generally distrustfui of 1ts attitude
toward their struggle for liberation, and (5) in regard to
the United States, the outward attitude of the Vietnamese
leaders has been one of friendship and admiration, énd
American correspohdents have been welcomed in areas under
Vietnamese control, '

Proof of a clear divergence between Vietminh and
Stalinist aims and methods is, however, lacking. Ho Chi Minh
doubtless eagér for support from either querter, has never
takenvsides in the diplomatic étruggle between the U;S. and

" the USSR. He has -~ studiéusly, 1t must be supposéd -=
avolded making any'declarétions whichvcould give offense to
either country.
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Two facts stand out. First, that the Communiét factor
in Indochina is only one factor in a nationalist movement of
tremendous momentum;'second, that men who in the past haﬁe
taken an active parf in the Oommunist‘movemént (some of whom
8t11l openly sty}e themselves,Communistg) hold the leader-
ship of that movement, iflperhaps only momentarily;

While offering to respect French economic and culﬁﬁral
interests, the Vietnam\Government in its announced program
.calls for an independent Vietnam within the French Union,
Ho‘Chi Minh has explaiﬁed that independence means a status
equivalent to thatrenjoyed by the Philippines and that to
which India and Burma will attain. The Govefﬁment hae gap-
peéled to the United Nations for intervention &nd has ‘
requested the United States to bring the dispute before the
Security Counecil. It has stated that it would welcome Tor-
eign capital in'the de&elopment 6f the country. ;

B. The French. A4s the situation in Indochina has
deterioréted, the French have privately laid increasing
stress upon the Communist character of the Vietnameée leader-
ship. Since the return of their troops in September 1945,
their‘announced‘intention haé béen tﬁe formation; within the
French Union, 6f an Indochinese Federation of which\the
Republic of Vietnam would be an autonomous member. According:

- to more recent statements, the Federation would be non-
politica; and be concernéd with economic matters, Major
dirferences between the French andlthe Vietnamese;‘involving
the degree of autonomy to bg accorded Vietnam and its terri-
torial extent, havé, hoﬁever, so far proved irfecdncilable.'
Throughoﬁt,1946, the actions of the lécal French administra-
~tion gppeared directed toward whittling down the pOWerg and
territory of fhe Vietnam Republib. In thelview of the
Vietnamese, these constant encroschments left them n5 cholice
but to résist or suﬁmit to the\reduction of the Vietnam

Republic to impotence. After a number of sefipus incidents,

~
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2 including the shelling of Haiphong by the 4rench the Viet-
namese on December 19 launched an all«out attack upon.the

Frenchv This act was considered by the French as requiring

then to obtain g final military deciSion against Vietnam and

as abrogating previous agreements. Since tnen the French
have achieved a marked but rather barren military SUCCESS,
They are now willing to resume negctiations but have been

unable to produce a formula which would afford what they .

’ consider adequate protection for their economic and ‘cultural

i

interests and are unwilling to deal exclusivelv with the
present Vietminh dominated Government of Vietnam which the

‘ French term dictatorial irresponsiole and terroristic.

They maintain that, should it be confirmed in full power the

» result would be a totalitarian regime and 1n a Tew years a

Communist state,‘7
: i

C. Other Annamese Groups. The strength of pro French

Annamese sentiment is not known. In itself it has not been

an 1mportant Tactor. in the post—war situation. Although the

French succeeded in setting up an Annamese Government of ;',"

Cochinchina independent cf Vietnam and under their ‘own con—
trol this Government has had little influence. Those
Annamese elements which might hagve most cause to fear the
Vietminh League heve qtill for tne moet part refused to

identity thenselves with the French ow1ng to (1) the wide-

spread hatred and mistrust of the French which has’ developed

(2) dislnclination to appear to collaborate with a foreign

enemy, (3) the intimidation practiced by Vietminh territorists o
“and . (4) fear of reprisals should the Vletminh become the sole.

power in Vietnam., A number of anti Vietminh Annamese parties

which are at the same time anti French have formed the

. National Union Front, which has as its declared aim an 1nde—-
pendent Vietnam free of Communist influence.. It hes so far-

not played a prominent role.' lts importance derives from
(1) the support,given to,its tWQ leading parties byathet

a / . S L '
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Chinese Kuomintang, (2) its connection with ex—Emperor
VBaodal, who is reported to have a large following, partlcu—

larly in Annam, and (3) its suppovt by sections of the

Caodalst religious sect which' is extremely strong in Cochin-

china. The National Union Front has sought our intervention,

De Economic Situation. Indochina emerged from the
Pacific war in a'reldtiﬁely begtef economlc position than
other areas in Southeast Asia, 'However,JSince VéJ'Day, its
econony has. deteriorated steadily and Indochina is now 1n
worse condition than any other country in Southeast Asia.
Rice production has decreesed to less than 50 percent of the

prewar level, Guerrilla warfare has disrupted and deétroyed

the badly damaged transport and communications system. Indue-
try of all types is at a standstill The only cotton mill
whioh before the war manufactured cloth used by the natives
has been:stripped‘of machinery. Mining induétriés, largoly

Ain Vietnam hands; are not/operatlng and mine machinery and
transport equlpment have been destroyed or are raoidly
deterliorating., = The almost complete cessation of coal minlng
has curtailed electric power production and necessitated
costlyoimpoftations oflcoalP'IOwing to theé activities of
guerrillas, plantations in'the soutﬁ, produoingvrubber; tea,.
sugar and other commodities; are operating on only a skeleton -
basis. ,AccuMulatedvstooks of agricultural raw materials_were
éxported in 1946 and new production;.inoluding rubber, is

low and insufficient to provide significant,quantitiesufor ‘
export in 1947, The cohsequenceé of the Vietnamese "gcorched ‘
earth" tactics have.been'aescrlbed as appalling. Village
after village is reporﬁe@ to have been levelled,

With political end militery conflict obstructing the -
collectidn of taxes, the financial position of the government
of Indochina is & difficult one. In 1945 and 1946, 1t bor-
rowed from the Banque de L‘Indochine to cover. budgetary

deficits; its indebtedness to the Banque at the end of 19486,
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1,700 million piastreé, was an amount equal to one half}thev
kcurrency in circulation and, unless inflation increases con=
siderabl&, may impose a heavy'bgrden of interest and émoftiia—
tion payments’upon the governmentyof Indochlna, Public and
private financing has béen handicapped by’ the wartime_legacy .
of inflation. Currency in circulation has increased fifteen
;times between 1939 and October 1946, The French cancelled
the notes issued by the Jabanese afterithe latter seized
control of Indochine in March 1945, and blocked certain
earlier iésuesu On the other hand, the Vietnam'Governmegt
has ﬁrinted 1ts own piastre notes in the north. The official
cos’t of'living index ét Saigon.basgd on 1939 - 100 stood in
April 1947 at roughly 1560 for Eurﬁpeahs,vzooo for the native
middle class, and 2400 for the native working cless (a level
which is considerably higher thanwthat prevailing in‘france).
The official foreigh‘exchange rate of the plastre, i.e. 7 tp
the dollar, is an arfificial one. in view of loqal pricés‘
On fhe black market, the plastre exchanges at over 30 to the
dollar. ‘Only with & solution of %the mllitary conflict can .
Indochina's flnancial problems be ameliorated.

E. Military Situation. The French,_with superior arms

and e€quipment, haye occupied and now control the major citiés
of Tonkin, Annam and Codhinchina, with the Vietnamese remain-
ing in control of the country51de. Frehoh troops, numbering
about 110, OOO are insufflcient to destroy the Vletnam
forces, estimated at 150,000, or even to garrison such addi-
tional areas as they might conquer., ~According to some French
gources the complete military pacification of Indoéhing would
require an army of between 250,000 ahd 500,000, which France
1s almost certainly incapable of providing.,

F. Prospects of a Settlement. No soluulon of the present

1mpasse would appear to be p0531ble except a peace negotiated
on the basis of compromise. However, it is clear that the
French and the Vietminh are still far apart on major differ~

eneés, while the intensity of ill-feeling on both sides must
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continuevto’preseht_a f&rmidable obstacle., The Vietnamese
- appear determined ﬁo fight as long asvnsceSSary to achieve
political independence and the'Ffench appear gqually deter-
‘mined not to yield control over the Annamese provinces to
the present Vietnam Government.

“ As a primary condition to & lasting peace in Indochina,
V;etnam nust unquestionably be granted a very considerable
degree of autonomy.,‘At the séme time, ;t is extremely doubt-
ful if the French can by—pgss the presenﬁ leaders of. Vietnam
in negotiating a peace, Anybnew‘government of Vietnam which
might be formed at French instigation, excluding these
leaders, would be mbstluﬁlikely ﬁo command the confidencs and
trust of the Annamese and would probably be suspect from the
start.  Certainly if the French wish to under-cut the
Vietminh League'they would have to offer thé Vietnamese
nationallst movement a;l>the conceséions they have hereto-—
fore denied it--that is,lvirtualvindependence for Vietnam,
Practioaiiy speaking; it would seem almost inevitable that
the French eventually‘deal with the present Vietnam Govern-
.ment which:is,:in effect, the sole power in Vietngm,beyond
the French perimeter.

The hope is, therefore, thdt the satisfaction of the
nationalist demands of the Vietnamese willvunderming the
position'of the extremists and clear the‘way for the B
ascendancy of mbderate influencés in the government, and
that; in either-case, the future Government bf Vietnam will
be one which will not do violence to the true interes?s of
the Annamese people., Vietnam will need outside assistance

when peace is established. The asgistance which the United

- 8tates can offer or withhold should prove-an\impcrtanﬁ
factor in shaping the policies of‘the'Viétnamese Government.
“While it may not be'eaéy'to wean the Annaﬁese éway
from Communist leadership, or safeguard them from one-party,

totalitarian control of any kind, it would seem quite hopeles
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for the Frenéh to attempt to destroy the extremists and
establish the moderates in power by further efforts to crush
bthe nationallst fevolt‘ The post~wer conflict has had the
effect of establishing the extremists more firmly in power,
The dﬂnger is that a continuatlon of the confllct will only
drive more Annamese into the Communist camp and strengthen
"the Communist leaders both-ih”their ldeology and in their
hola upon the Annamese oeople.‘ v
G. The objectives and methods of the other great powers
mey be stated briefly as follows"
| 8. Great Britain has shown no great concern with the
Indochina situation, having apparehtly coholuded that it
could not.contribute to a solution., The British have,
however, made clear their belief in the necessity of an
eeriy restoration of stabilityvin Indochlna owing to the
serious consequences in hearby-arees which may follow a
continuation of the conflict. »

Q; The USSR encourages separatist movements in
oolouial dependencies partly in order to weaken . the
netropolitan power and partly in the expectation that
in a liberated colony the Conmunist element will have a
better opportunlty to subvert the nationallst movement
to its own ends: The considerable support which the
Frenoh Gommunist Party has given to Ho Chi Minh would
1ndicate that this policy applies to Indochlna. The
failure of Soviet propegande to have madeé the most of
the French~V1etnamese conflict may perhaps be asorlb a
to Sov1et reluctance to embarrass the Comnunists in
France, It is also possible that the Russians have hoped
that inroads in Indochina might be made through the

" agency of the French Communist Party. There is no evi—
dence to indicate whether orAnot the Soviet Union con-
sidefs the Communist leédership of Vietnam a dependable

instrument.

-8 - Enclosure

TOP_SECRET

: Declaesified and Approved For Release 2013/05/09 : CIA-RDP78-01617A002900110001-7
D 1A OlITU Al APYPMIVUVEU | Ul TATITAOT LV 1V/VI/VY . VIMTINUITT 1 OV U 1 AVVLAIVU | UV -




Declassified and Approved For Release 2013/05/09 : CIA-RDP78-01617A002900110001-7

.( i B |

TOP_SECRET

'é. China hag shown an unmistakable interest in Indo-
china and is believed to be eager to extend its influence
over the northern-part of the counfry'sf least. A treaty
with France concluded in February 1946 accorded China
tax-free use of Haiphong and the Haiphong—Kunming rall-
road and granted Chinese nationals gpecial privileges,in
Indochina. Both the Kuomintang and the Ci C.P. are re-
ported to be proselytizing the Chinese minority (esti~
mated at 500,000) in Indochina. In addition; Annamese
parties have been sponsored by”the Kuomintang and un-
coubtedly.Chinese interest in the Naﬁional Union Front~’
is strong Chinese offlcials have admitted to us their
concern lest an autonomous Vietnam under Ho 8 Government
open the back door of China to Communist operations. ‘The
Ghineee Government last winter approached both us and
the British to. propose our joint mediation in the French~

Vietnamese dlspute.

IT. ANALYSIS OF ASSISTANCL ALREADY RECEIVED

As Analy51s of politlical and economic. premises on which

economic 2ld was based We have rendered no direct economic ag-

' sistanbe to Indochina per ge. Such assistance as’'we have rendered

to the French whlch ‘has promised benefits to Indochina, has been

extended in accordance with our policy toward France and the French

Union, Insofar asg our aid has been dlrectly related to the needs
of Indochina it has been based upon’ our recognitlon that de-
pregssed economic conditions in the country would foster polltical
unreqt_ At various times K the French have requested us to supply
arms or ammnnition for use in Indochina. We have, however, con-~
sistently refused to provide such'supplies, Our position hasg been
bssed upon .our decision 1n'August‘1945 that 1t was not the policy
of this Government to assist the French to re-esteblish their con-
trol over Indochina by force and thet the willingness of the ,
United States to see French control ré-established assumed that

the French claim to have the’ support of the population would be

borne out by future events.
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B. - Summary of Assistance‘Given.v Post-war economic assistance

received by Indochina from the United States has been ﬁrovided
merely as part of a general posf~war credit arrangement with
France and has not been speciflcally reserved for Indochina, It
has included 8 1/2 million dollars worth of surplus property,
mostly transportation and communications equipment, sold to the
French Government by the.ForeignbLiquidation Commission in 1948,
Much of this equipment has undoubtedly been employed by French
forces in their operations against the Vietnamese. The bulk of
the equipment of these forces has been Amerlcan equipment origin-
ally suppliod to the French‘Army in connection with the war in
Europe. ’ ﬁ
' In 1945 and 1946 Export-Import Bank credits to France
probably perhiﬁted larger French exports and dollar exchange al-
locations to Indochina“than would otherwise have been possible..
While the 1946 Export-Import Bank credit and the 1947 Interna— ‘
tlonal Bank credit have enabled the French Government to allocatebr
dollar exchange for Indochinsg oonslderably in exoess of Indochina's
estimated dollar export proceeds during 1946 and 1947, French~
Vietnam hostilities and, to a much lessor extent, procurement
delays, have prevented substantial utiliiation of such ekchange,

If an early political settlement ig reached,vit ghould be possgible:
to utilize a significént amount. of these credits for Indochina.
Otherwise, they may.be diverted entirely to.other aroas in theb
Frencthnion.

C. Economic Assistance Pending and Contemplated. No @iwsCT

U.Sg financial aild to Indochina, or indirect assistance to Indo-

- china through U.S. or Ioternational Banlk oredits to the French
Government is under active consideration at this time, although
it is contemplated that the French Union may need substantial
assistance during 1948. The French Government h@s'announced that
8 billion france (U.9. $112 million) would be provided for recon-
struction and-development.following restoration of peaceful

conditions in Indochina,
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D. Analysis of Contribution to Indochina's Reconstruction,

The small amount of surplus United States materials transferred
to Indochina has been of no benefit to I“dochlna s economy OW1ng

to ex1st1ng hostilities, -The French Government's allocatlon of

“dollar exchange for Indochina's use in 1947 indicates France's

intention %o cover Inddchina's anticipated 1947 non-~franc deficit
through dollar resources made atailable to France through exist-
ing U.S. or International Bank credits. 1In the absence of
political stability, however, Indochinese imports from the dollar
area will consist chlefly of goods for 1mmed1ate civilian and
mllitary censumption rather than for permanent reconstruction.
Assistance to Indochina's reconstruction srising from U.s, aid ih
French industrial fecovery must await the restoration of peace in
Indochina and the sﬁbsequent allocation to Indoéhina of French.
industrial products.

"~ A continuation of the present conflict will lead to fur-—
ther deterioration.of Indochina's seriously dislocated econonmy,
postpone reconstruction andvihcrease future rehabilitation needs.

A further sdverse factor in Indochina's internal finan-—
cial position will develop should the French, as is likely,
transfer to Indochina's budget 2 portion of the expenses of their
military operations in the country. The burden will probably be
a serious one, even assuming the re-establishment of peace by
mid-1947, gince the total .military expeﬁses of -the French for the
three—y?ar period are estimated at $570 million, some portion of

which must cover local goods and services in Indochina,

E. Political Effects bf this Aid, The political effects
of the tranéfer of United States surplus property to Indochina
has probably been slight’ in iteelf, although it hes undoubtedly
facilitated the operations of the French Army, despite the fact
that it was transferred for non-military use., However, without
the arms which wevprovided the French Army for use in the Eurcnoan
war, the French could scarcely have attempted to reassert theirp

control over Indochina. The political consequences of this
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assistance have.therefore Been great. American arms in unknowﬁ
quantities, some'dropbed’to the Annamese resistance during the war
by the U.S. Army, some obtained froim Chinese sources, are¢ also in
the nénas of the Viefnaﬁese. The Vietnamese have been, of course,
aware 6f the éxtensive use of American arms by the French and have
frequently complained on this séére. ‘At the samevtime, the French
probably resent our refusal to assist with further tranSfe:s of-
arms aﬁd ammunition. Despitehostenéible U.S. aid to the French,
the Vietnamese have not construed our actions as hostile to their
own cause and appeaf to continue hopeful of Américan sympathy and
aid. The Frénch in Indoohing, however,lhave often been highly

critical of the United States,
OBJECTIVES

I1I. U.S. OBJECTIVES IN THE COUNTRY.

our immediate objective in Indochina is a brompt, preasceful,
and lasting settlement of the present French~-Vietnawese dispuce.

- We are concerned lest a continuaﬁion of the war (1) permanently
glienate the Annemese from France and from the influence of the
‘democracies generally, (2) contfibﬁte to the spréad of anti-Western
Pan~Asiaﬁism by providing ant;~Wéstern forces with a rallying-cry,.
(3) play into the Hands of the Communists by reducing the Annamnese
.people to desperation and by affording Asia theicontinued sbec—
tacle of a COlonial‘war, and (4) further impoverish the éouﬁtry.
We consider it esSenﬁial that the éettlement meét‘legitimate
demands of the‘Vietnamese for:self—gOVernment within‘the French
Union, since the failure of the French to meet these demands could
only result in an eventual repetition of the present révoita We
believe that the Government of Vietnam should be one in which the
Vietnamese have confidence and for that reason should include the
leaders trusted by the Vietnamese, shoﬁld be responsive to the
fundamehtal interests of the Vietnamese, and should be free of
totalitarian controls, We belie?e that it will be to the boat
interests of both countries if France and Vietnam remain in cloazc

.association, provided such association is voluntary. We believe
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that such association, through which the technical assistance and
political guidance of a Western power will be available to Vietnam,
would provide the.Vietnamese with the mést effective, feasible
safeguard against the dangers which threaten a politically inex-
perienced people. In the case of Vietnam, we are mbst concefned
lest internal discords and weaknesses tempt the intérvention of
another power and exert an unsettling influence throughout South-
east Asia, or that Communist elements, taking advantage of such
discords and of economid dislécationq take permanent control

of the state and subvert it to the requlrembnts of Sov1et pO*lCJ.
Our chlef objective is to p*event these eventualltleq We con-
sider that a stable, representative government of Vietnam will
best be able tobresist such developments, and that its stablllty
will depend in large part upon the restoration of Indochina's
economy, Beyond this, we desire that conditions be created con--
ducive to sound and comprehensive economic and cultural Gevelop-
ment through relaxation of unduly restrictive economic controls
and by the establishment4of equitable and non—discrimin&toryv
opportunities and treatment for private Amerloan (and other

foreign) interests vis~a vis French 1nterests in Indochina,
PROGRAM

IV and V, MEANS OF REACHING OBJECTIVES AND MAGNITUDE, NATURL
AND TIMING OF ' THE MEASURES R hEQUIRED WITHIN THE NE NbXT
THREE TO FIVE Y YEARS TO RHACH TEESE OBJEGTIVES

A, Political. A political settlement between the French and

Vietnamese is an essential condition to the attéinmept of our cb-
Jjectives in Iﬁdochina. United States mediation in the dispute
might offer advantages but would probably bé unacceptabls to the
French, . We have already on several occasions stated thatv we are
feady to do anything which the French might consider helpful, bu:
our offer has been'declined.: We have also‘periodically urged woen
the French the necessity of a speedy, peaceful solution of ihe
conflict recognizing legitimate Vietnamese demands and heve ex-

bressed, explicitly and in detail, our concern over the prQbable
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consequences of 1ts long continuation. Further than this we have
been réiuctant to go since any .appearance of our atﬁempting to
1ntervene in Indochina would in the present state of French
opinion, oonfiict With our pollicy toward metropolitan France by
embarrassing‘the pro-democratic modérate elements. However;
should the present situation be prolonged through manifest French
recalcitrance, the embarfassment which the cause of the demo-
cracies 1in gensral would suffer might well requiré us td define
our poin? of view publicly in order to salvage our moral position
in the Far East, ‘

B. Edonomig. Since the economic rehabilitation bf Indochina
cannot be undertaken except on the basig of French-Vietnamese
collaboration, économic means for the aftainment of our objec-
tives cannot be empioyed untll a settlement is reasched. However,
an offer of American financial'assistance in the rehabilitation
of the country, subject to the negotiation of & sctilemsn? taking
into account the legitiﬁate interests of both gldes, might well
hasten such a settlement. Participation by the United States in
economic odhsultations with fgsponsible authoritiesg of the FTench
and Vietnam Governments might help them compose thelr differ—
ences, but such participation would haeve to await French invita.-
tion. If a satisfactory political settlement permits, pre-war .
levéls of economic activity should be restored as rapldly as
possiblé in order to provide économic cpnditions conducive to
political- stebility, Assuning that a settlement is reached in
1947, 1t is estimated that completion of & reconstruction program
by 1950 would fequire at the minimum importé from all countries
of about $120 million more than the proceeds of Indo~hinsge . ex—
ports during the period 1948--1949, It 1s estimated that not mere
than $30 million (franc»eqﬁivalent) of the total deficit wilil
be incurred in trade with the rest of.the French Union. OF uhe

balance of Indochina's total deficit ($90 million), nbout §7%

‘

million reflects Indochina's requirements for lnporus rw il

U.8. 1in excess of 1ts anticipated exports to the U.S., whils the
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equivalent of about & %15 million deficit would‘be incurred in
trade with areas other than the U.S. and the French Union.

The reconstruction program is based on estimates of
capital equipment needed to replace and repalr damaged industrisl,
transportation and communications focilities., It alsd includes
raw meterials to the extent of operable plant rcqﬁirements during
the perlod and nllows for moderate 1mports of civilian consump-

tlon goods. If recent and future destruction of capital plant

proves substantial snd if Indochinese exports are not resumsd to

the extent anticipated, the total deficit would be increased
correspondingly, ‘

Foreign financial aid in the amdunt of the total deficit
would be required for completion of a reconstruction progr m by
1950, While it would not be necessary for the U.S. to finance
the entire smount of such 2 deficit, substantial American finan-
cial aid would clearly be preferable to a siéw progrem of re-
‘construction depehding upon the output of French industry which
is already heavily committed to the internal needs of France and
of other parts of the French Union. Such assistance should prove
a most important part of our brogram and is probably vital to its
success. The extension of aid musf be,‘however, conditional upon
a seﬁtlement of the present war which will satisfy the legitimate
demands of the Vietnanese and safeguard the legitimate interests
of the French, which are construed to be of an economic and cul~
tural nature. ThevU.S. financial gid could be most effectively
related to the achievement of U.S. objectives in Indocnina if
1t were extended by this Government directly rather than by the
Intarnational Bank,

O, United Netions. Since we wish to limit as far as pos-

sible the ability of the Soviet Union to insert itself in the
situation in Indochina, we should not contemplate bringing this
French~Vietnamese dispute before the Security Counecil or enc. ur-

aging any other nation to do so. .This decision might well us

- reversed, however, should adjacent areas become involved in the
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dispute and direct diplomatic means available to the United States
prove uhequal to the situation. We have warned the French that
should the dispute be brought up by some other nation at the
present time we.should not only find it difficult to oppose.an
investigation -- unless negqtiations between the two parties were
in progress -~ but should also consider that France's own long-
range interests would require her not to exercise g veto,.

\ During the period while France is the responegible govern~

ing authority of Indochina, France would be the channel through

which economic and technical assistance from the Unlued Nations
and 1t%s agencies for Indochina must be directed. Techniecal
assistance by ECOSOC and the specialized agencies, in the modern-—
izing of agriculture and Industry, and in extendlﬂg health; ;
welfare and educational services might well be recommended as
complementary to any financial aid rendered by the United States,
the Internatiénal Bank, or the International Monetary Funds
Details of thé ways in which aid might be rendered by
United Natlons agencies have been set forth in Addendum of
June 10, 1947 to SWNCC 360 of April 24, Any gpecific recommenda-
tions would have to be mede in the light of ove}—ail policies of
the Department of State and in the light of political factors
influencing the United Nations at the time.
The further possibility is recognized that, under the
situation envisaged in paragraph E below the Vietnam Republic
might be considered as having a sufficiently autohomous status
to enable 1t to bring é complaint to the attention of the UN'
‘under Article 35 of fhe Chaerter. Under these circumstances the
propriéty of our proposed military aid to the Erench might be
the subject of such a cémplaint before UN.

D. Information and Cultural Program. By providing a sourcs

of uncensored news, USIS Saigon and our broadcasts to Indochina
may, in their effect upon French and Vietnamese attitudes, be a
factor in hastening a settlement of the conflict, although our

oprerations have so far been necessarily very limited. However,
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1t 1s expected that the Informafion and Cultural Program will play
1ts most importent role after s settlement has been achieved and
we are able to set up a USIS in the Vietnan Capital. Pressnt
indications are that the service would be welcomed by the Viet—
namese. We congider thet its operétions will prove & most ef-
fectlve means of combatting any anti~Americnn anti-democratic
and pro~ Communlst trends within Vietnam end of encouraging tne
assoclation of the Vietnamese with the democracies. We shall
accordingly develop them to the full. Student and professional
exchanges will be encouraged and facilitated and if possible
assisted financially, '

E. Military. The ability of the U.9. to further its objec-
tives in Indochina through the extension of military assistance
is dependent upon future developmeﬁts in the present dispute »
between the French and the Vietnamese. Should & firm French-
V;etnamese peace de#élop no necesslty would exist for U.S. mili-
tary assistance. Thereafter a Vietnamese army of & size adequate
to maintain internsl order and border seéurity would be well '
within the capabilities of the French to equip. u

Under the present conditions, however, 1t is inconceiv-
eble that military assistance to eilther gide will contribute
toward attainment of our immediate opjedtive, a peaceful and
lasting settlement. Military aid under present circumstances
should therefore not be considered. - On the other h=znd, should
the Vietnam Government emerge as a cleﬂrly totaliterian authority
oriented toward and actively sﬁpported by the USSR in its Tight
against France, assistdnce to France may be necessary to prevent
the establishment in Indochine of & Communist State., Assistance
in the form of military supplies and equipment might then be
favorably considered if requested, contingent upon French ZEBUr -
ances that the legitimate demends of the'Vietnamese for demo-
cratic self-government within the French Union will be met upon

overthrow of the Vietnam Government,
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The possibility of civil war ocecurring in France during
the present impasse in Indochina must not be o?erlooked. Should
the Communists gain contfol of metropolitan France a re-evaluation
of the situation would bé necessary in the light of the then
existing political relationship between Commﬁnist France and the
French administration in Indochina, and of the Vietnam Government
.with the USSR and with Communist France., Since it is imp0581ble
to predict these relationships. at this time, any further discus-—
sion of military assistance aftmr an outbreak of civil war in
France 1is impractical for the time being.

VI. *“OBABLL AVATLABILITY OF ZCONOMIC AID FROM EXISTING SOURGES
UNDER PRESENT POLICIES.

As long as the present war continues in Indochina, no recon-
struction will be possibie. All French resources will necessarily
be 1nvested in the military effort and no foreign country is
likely to risk loans. Existing forelgn lending and investment
sources, public or private, would not be likely to extend funds
until a sufficient period had elapsed after a reace settlement to
show that réconstrqctioh efrforts would not be endangered by fur—
ther warfare. Once such evidence is provided, existing agencies
should be able to find eéonomic Justification for éxtension of
credits to Indochina in view of that area's historically favor-
able balance orf trade,

A. International Sources. . The availability of funds from

the International Bank is depcnaent qpon unpredlct ble reactions
of the private market to ites Sccuritles and may be limited by the
amount of lts existing ndvances to France and other demands on
its resources, 1In the absence of leFOt large-scale U.S, finan--
clal assistence to Frence, any credits the Bank may extend for
the French Union are likely to fall short of the needs of metro-
politan France snd céuid therefore not be expected to contribute
substantially to the reconstruction of Indochina. Hdwever, Indo-
china may benefit to s moderate extent through the purchase by

France of dollars from the International Monetary Fund.
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B, Private Capitel. Private dollar holdings abroad of

Indochinese or of French interests in Indochina are believed to
be small and are not subject to effective control by the French
Government, Even if they were vbluntarily used in their entirety
to finance esgcential Indochinese imports during 1948-1949, they
would not substantially alter Indochina's'need for additional
dollar assistance. Private French holdings of Sterling are be-
lieved to be sufficient to cover the antieipated deficit of ap-
pfoximately $15 million arising out of Indochina's trade with
areas other than the French Union and the U.S. The investment of
capital in Indochina for reconstruction by nationals of France
oerf third‘countries {other than the U.%,) is subject to general
 severe limitations on the ability of those countries to export.
American pri&ate capitzl is not likely to be interegted in Indo-
chine unless restrictive and éxclusive laws and practices imposed
by the French Government sre relaxed to permit more favorable

treatment of foreign investment and trade.

C. Direct Governmental Sources. The intended French recon-—
struction credit of 8 billion francs wili be adequaté to cover
the estimated 1948-1949 trade def'icit of Indochina with France,
k(cr a considerably larger one should France be sble to export
more than is anticipated) as well ae Indochina's needs for credits
to meet budgetary deficits. It 1s believed that no other couhtry
except the U.S. is in a position to extend substantiﬁl long~term
public credits to Indochine over the near future; '

Indochina will need financial assistance frdm the U.S.

at least for the extent of its estimated treds deficit of $75
million with thls country during the period 1948-1949, Th; need
for U.8. 2id would incresse if total reconstruction needs prove
to be greater than is estimateq, or if Ihdochinese exports recover
more slowly than is anticipated. "Likewlse, failure of French
exports to Indochina to achievelthe anticipated volume would pre-
sumably increase Indochina's need for imports from the dollar

area, and accordingly its need for U.8, financial zid. The
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abllity of the Export-Import Bank to extend financial aid to Indo-
china in this megnitude will be limited by competing demands upon
i1ts resources unless its existing uncommitted funds are auvgmented
substantially,

In estimating the possible resources aveilsble to Indo-
china, the approximately $37 million in gold earmarked to the
zccount of the Banque de 1'Indochine in the Bank of‘Japan'should
not be overlooked. The validity of the French claim to this ear-

marked gold has not yeﬁ been recognized by this Government. If

' this should be made available to Indochina, the amount of aid

required from the U.S. might be correspondingly less,

VII. ADDITIONAL MEASURES REQUIRED FROM THE UNITED STATES.

S8ince 1t is judged essentisl to the achievement ova S,
objectives in Indochina that sufficient financial aid to enable
reconstruction by 1950 be offered directly by this Government a
Congressional appropriation for Indochinas of at least $75 million
would be required if no loans are avallable from the Export-—
Import Bank,

VIII, NATURE OF ARRANGEMENTS WITH THE FOREIGN GOVERNMENT TO ASSURE
ACCOMPLISEMENT OF OUR OBJLCTIVWS IN TAKING SUCH MEASURES.

Since no anticipated political eettlement is likely %o recog-
nize Indoo@ina as a gsovereign state, any loans made following &
settlement would have to be guaranteed By the Metropolitan French
Government. Whether a loan should be extended to an Indoohinese
Government, or through the Metropolitan French Government, would
depend on the degree of‘autonomy achieved by component parts of
Indochlne or by an Indochinese Federstion and on other political
considerations at the time. It is anticipated that Frence will
need additional direct U.S. financiel aid in 1948 and a pertion of
euch,aid, if extended, might be explicitly designated for Indo-
china. In any case, a clear agreement should be reached regarding
the purpose for which any funds for Inqochinu are to be used. To

the extent that Indochinese collaberation is required for effective
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use of American financliael or military aid, it would be d351rable
that negotiations include digcusgions with representatives of
Vietnam and other Indochinese states concerned, as well as with

the French, and that such commitments as are necessary and ap- -

propriate be obtained from those representatives.

It is hoped.thatvIndoéhina’s economy'in thé future will
be free of those restrictive measures‘by which the French in the
paét have dominated it to its detriment and that Americans in
Indooﬁina will be assured of freedom from economic disbrimination

on the basis of nationality. Such.considerations should be

“introcduced in any discussions with the French and Vietnamese of

projected United States assistance, although it‘may not be pos-.
gible to obtain full satisfaction in this regard as a pre-
requisite to financial assisﬁance.

IX. LFFECTS UPON THE COUNTRY AND UPON U.S. FOREIGN POLICY IN

U, 5. REFUSAL TO GRANT AID OR OF FAILURE OF PPOGQAM
UNDERTAKEN

Our concern with Indochina is predicated upon our interest in

the Far East genérally, upon which developments in Indochina

- must have an important bearing. Seven countries in southern

Asig, embracing a quarter of the inhabitants of the globe, are
in process of achieving autonomy or independence./_The'future

orientation of these new natiors, owing to the sheer numerical

welght of their populatlions, the resources (human, agricultural

and mineral) which they command, and their strategic location,

- 18 certain to be of profound consequence to the international

position of the United States and to. world stability., - European
controlg are inevitably being relaxed or t;ﬁally withdrawn. The
possible eventualities which we most fear are (i)'a Balkanization
of this vast area_resultingvfrom racial, religious, and national’
discords, (Z)Aeconomio prostration of any part of the area, which
would foster politicalbunrest and the developmené of Communist

or other forms of totalitarianism, (3) fhe extension over any of
these countries of new imperialist influences hostile to the

United States; and (4) the growth of & bitter, anti—Europeah
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outlook resulting from a failurevof the former' colonial powers
to make adequate adjustment to the éituatioﬂ. The failure of
our program in Indochina in anyvimportant regpect would con-
tribute to the realizztion of one or more of these eventualities,
elther locally or on a broader scale, and thus contribute toward
a denial of the Far East. to Western 1nf1uence.

X. [DOSSIBLE EMERGENCY SITUATIONS WHICH SHOULD BE ANTIGI?ATED
AND RECOMMENDED COURSE OF ACTION OF U. 8.

The most serious emergency that can be anticipated would be
created by civil war in France. In this emergency, relétions
between France and Indochina might be cut and o situstion created
requiring lmmediate action on our part We would then, pre-
sumably, enter 1nto direct negotiations with the existing authori-~
ties in Indochina, whether French or native, in order to meintain
a stable regime 1n control of Indochina friendly to our interests.
If the local Indochinese Government were dependent upon oubtside
asslistance to meintain itselr, ‘the United States, péésibly in
concert with the British Commonwealth; would havé to extend as~
sistance. In the event of Communist iictory in France, our
position vis-a-vis the French colonies would be analogous to that
which pertained during the Vichy regime in France, Presumably
oqr ssumbtlon of & large degree of responsibility in Indochina

would then be insvitable,
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APPENDIX

SUMMARY

‘ I. ANALYSIS OF THE SITUATION IN THE OOUNfRY.

FolloWing the Japanese gurrender, Annamese nationélists pfo«
claimed the independence of the Republic of Vietnam comprising \
three of the five>politioal divisions of French Indochina and
having a population of 18 million. Negotiated agreements between
the French and Vietnam Governments falled to reconcile conflict—
ing interests. The result has been open warfare during the past
seven months in Indochina. |

» The Government of Vietnam répresents an alliance.of Com-
munist and nationalist forces, The Presidency and some of the
most ilmportant ministries are held by men who formerly wefe or
still are Gommunists, The President denies that hié Government
is Communist and the pattern of his regime appears to differ from
the Communist pattern in other areas. However, proof of clear
divérgence bétween'Vietnam and Stalinist aims énd methods is
lacking. Two facts stand out: First, thet the Communist factor
in Indodhina is 6nly one factor in the nationalist movement of
tremendous momentum; second, that the Communists'have succeeded
in gaining positions of leadership on their record of staunch
championship of the nationalist movement. The deglared aim of
the Vietnam Government is an independsnt Vietnam within the
French Union. They attribute the preseht‘conflict to French
efforts to reduce the Vietnam Republic to impotence.

The French have refused to concede the Vietnamese the degree
of autonomy which ﬁhey demand. In addition, they have been une
willing to deal with the preseht Vietnanm Government‘on'the grouﬁds
that 1% 1s a totalitarian regime seeking to estéblish a Com-
munist state in Indochina. The& regard all previous agreements
as abrogated‘and'desire a military decision over the Vietnam

forces.
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Hostilities are continuing but have resulted in a relative
stalemate., The French, with superibr arms and equipment,voontrol
Ehe mﬁjor'cities of the Territory cleimed by Vietnam. The Viet—
namese control the countryside: The military pacifidation of
Indochina would probably require a French army at least three
times the size of the present French forces.

The continuing military operations and the "scorched eérth"
policy pursued by the Vietnamese have had e ruinous effect upon
Indochinats economy.. Industry of all types is at a standstill,
and équipment is deteriorating raepidly. Agriculture has suffered
geverely. The‘transportation and communications system has been
greatly damaged. Many urban sections and whole villages have
been destroyed. Inflation has been added to the Indoéhinese
Government's financial difficulties and the cost of living has
soared,

While the French and Vietnzmese are still far apart on major
differenges, it 1s apparent that & lasting pesce cannot be
achieved except on the basis of compromige. As a condition of
such a pesce, Vietnam must unquestionably be\granted a very con-.
sicderable degree of autonomy. Moreover, it would seem almost \
1nevitable that the French deal with the present Vletnam Govern-—
ment, wbich presumably commends the confidence of the Vietnamese
and which is in effect the sole power in Vietnam beyond the
French perimeter. It is feared thet & continuation of the con- -
flict will only drive more Annamese into the Oommuniqt oamo hd
gtrengthen the Communist leoders both in their ideology and in
their hold on the Annamese people. The hope 1s that the satise—
factlon of the nationalist demnnds of the Vietnamese will under—
mine the positidn of the extremists and clear the way for the
ascendancy of moderate influences iﬁ the Go&ernment.

Among the other great powers, (1) Grest Britain has indicated
concern over the ssrlous repercu351onq in nearby areas which may .
follow a COHtiDthiOﬁ of the conflict but has not taken an
active role; (2) the USSR, in line with its policy toward oolonial

dependencies of Western bowers, presumably would welcome a
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weakening of the bonds between France and Indochins and hes sup-
ported the Vietnam Government in its propaganda, as has the
French Communist Party; (3) China has given many indiéations of
aAstrong desire to extend its influence over Northern Indochina
and has attempted to interest botn,the U.S. mnd the U.K. in joint

intervention,

IT. ANALYSIS OF ASSISTANCE ALREADY‘REOEIVED.

We have refused to supply the French with arms or ammunition
for use in Indochine on the grounds that it 1is not the policy of.
this CGovernment to assist them %o re-gstablish their control over
Indoching by force.

Pdst-ﬁar eéonomic asgistance received by Indochina from tﬁe
United States has consisted of 8-1/2 million dollars worth of
surplus property, mostly transportation and communicatiqns equip~
ment; sold in Manila to- the Frénch Government by thé Foreign
Liguldation Commigsion in 1946 without specific reference %o
Indochina, ‘

The 1945 and 1946 Export-Import Bank credits to France prob-
ably permitted larger French exports and dollar exchsnge alloca-
tions to Indochina than would otherwise have been possiblé.
| The benefits that Indochinn'g economy might heve received
from the small amount of surplus U.S. meterials and from U. S,
81d in French industrial recovery have bee? precluded by the
continuing disordere in the country. The political effeots of
this asslstance hove therefore been slight. However, wifhout
the arms which we provided the French Army for use in the European

' war, the French could scarcely have attempted to reassert their
control over Indochina. ‘The political consequences of this
assistance have therefore besen great. Some American arms have

‘ 2lso reached the Vietnamese. ' '

No direct U,S8., financial #id to Indochina, or indirect as-

sistence to Indochina through U.S, or Internstional Bank cfedits
. to the French Goverhment‘is under active considsration.at fhis

time. It is contemplated that the French Union may need
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substantial assistance during 1948, The French Government hag

' . . &rr2,
announeed that 8 billion frants (U~ﬂwdwﬁfiillioh) would be pro-

vided for Tsconstruction and developmént ISV ping restoration

of peaceful consitions in Indochina.

| IIT. U.S. OBJECTIVES IN INDOCHINA.

’ Our‘objective is a prompt, peaceful, and lasting settlement
of the present French-Vietnamese dispute providing for the crea-
tion of a‘stable Vietnamese state, that will vremain in voluntary
association with France and will meet the legitimates demands of
the Vietnamese for self-government, and be responsive to their
fundamental interests. We consider the creation of such a state
as .the best defense against disintegrafﬁve tendencles in Indo-
china that could lead to chronic disorder and political extremism,
offer opportunities for the extension of Communism, or tempt the
intervention of other powers. We believe, morecver, that the
gtability of Vietnam will depend in large measure upon the restors:
tion,of its economy,

IV and V. MEANS OF REACHING OBJECTIVES AND MAGNITUDE, NATURE AND

TIMING OF THE MEASURES REQUIRED WITHIN THE NEXT THREE
IC_FIVE YEARS TO REACH THESE OBJECTIVES.

We have already expressed to the French our views on the
necessity of a speedy, peaceful solution of the conflict and on -
the probable serious consequences throughout the Far East of its
long continuatiorn. Howevér, the French haﬁe declined our offer
vof help in bringing about a restoration of péaoe in Indochina,
Owing'to the precarious situstion of thevFrench Government 1t-
self, we have been reluctant to take ahy further political
measures which might give an appearance of zttempted intervention
in Indochina. We may in the future, however, wish to define our
position publicly for the sake of our positionvin Southeast Asia.

We cannot dssist in the restoration of Indochine's edonomy
until a political gettlement is reached. Assuming thet a settie~
ment will be reached in 1947, it is estimated that completion of

a reconstruction program by 1950 would require, at the minimum,’
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imports from all countries of about $120 milliop more than the
proceeds of Indochinese exports during 1948 and 1949, Of this
amount, Indochina's requireménts for lmports from the U.S., in

excess of exports to the U.S. wouié comprise about $75 million.

The extension of American financial a2id in this amount to enable

Indochina to obtain capital equipment and hecassary raw materials,
would appear essential if a level of economic activity conducive
to political stability is to be achieved in Indochina by 1950,
Destruction resulting from current and continuing warfare may
increase substantially the amount required. Such U.S. financial
ald could be most effectively related to the achievement of U.S.
objectives in Indochina if it Were extended by this Government
directly rather than by the International Bank. A Congressional
appropriation of at least $75 million for Indoch;na would there-
fore appear to‘be required should no loans be available from the
Export;Import Bank, | .

With regard to the United Nations, we do not believe that if
would be advantageous iﬁ the present circumstances for ug %o bring
the French-Vietnamese dispute befofe the Security Oouncil. How~-
ever, we might well recommend in connection with our extension
of financial aid, that specialized agencies of the UN extend
agsistance in-modernizing agriculture and industry in Indochina
and in various.social sgervices. ’

By providing a source of uncensored news, our Information

and Cultural Program may be a factor in'hastening a settlement

- of the conflict. Following such a settlement, a vigorous USIS

program instituted in the Vietnamese capital should prove a means
of combaéting any anti-Western or pro-Uommunist trends in Vietnam.
In the present circumstances, it is not believed that ahy
U.S; military assistance to either the French or Vietnamese could
contribute to a peaceful and equitabls settlement, However,
should: the Vietnam Government emerge as a clearly totalitarian
authority, oriented toward and actively suppbrted by the USSR,
assistance to Frence might be necessary to pre&ent the establish-

ment of a Communist state in Indochina.
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VI. DPROBABLE AVAILABILITY OF ECONOMIC AID FROM EXISTING SOURCES
UNDER PRESENT CONDITIONS.

Following the establishment of a firm peaée in Indochina,
exlsting agencies should be able to find economic Justification
for extension of credits to Indochina in view of the céuntry's
historically favorable balance of trads. However, the availa- -
bility of funds from fhe International Bank is likely to be
severely limited. At the same time, the limited export-potential
of countries other than the U.9. will curtail investment in Indo-~
china by the nationals of tﬂose»countries, while American privéte
capital is not likely to be intérested unless more favorable treaf~
ment is offered to foreign investors in Indochina than in the ’
past. Although the intended French reconsgtruction credit of 8
billign frencs will cover Indochina's trade deficit with France
for 1948 and 1949, it is believed that no other country than the
U.S. is now‘in 8 position to extend substantial long-term public
credits to Indochina. .

VIII. NATURE OF ARRANGEMENTS WITH THE FOREIGN GOVERWMENT TQ ASSURE
ACCOMPLISHNENT OF OUR OEJSCTIVES IN TAKING SUCH MEASURES,

Since no anticipated political settlement is likely to
fecognize Indochina.as 8 sovereign state, any loans which may
subsequently be made‘would have to be guaranteed‘bylthe letro-
politan French Government. Financisl eld for Indochina might,
in fact, be part of a loan by the U.3. to France, specifically
designated for Iﬂdochina. In discussions of prbjected U. S
assistance to Indochina, we shall in all likelihood wish tS
include representativés of.Vietﬁam;v We shéll certainly wiéh
to introduce in such discussions a review of the restrictive
measures by which the French‘in the past have dominated Indo-
china's economy to its defrimédt, althdugh it may not be'possible

for us to obtain their full repeal,
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IX. EFFECTS UPON THE COUNTRY L _AND UPON U, 3, FOREIGN POLICY IN U. 8.
.RLFUSAL TO GRANT AID OR OF FAILURL oF PQOGRAM UNDERTAKEN.

Our concern with Indochina' is predicated upon our interest
in‘the Far East generally{ upon which developments in Indoohina
‘must have an imporfant bearing..JShould ohr program fail, Indo-
chinea Qould becohe’an areaiéf chfonic'disorder ané bloodshed,’a;
source of political extremism infécting other areas, a fertile
field for the 1ntervéntioniof othervpowefs, or a Communist
beachhead in'southeastein Asta.

X, POSSIBLE EME RGEJOY SITUATIONS WHICH SHOULD BE ANTICIPATED
K AND RECOMMENDED CUURSE OF ACTION OF U. 3.

The most sericus emergency that can,oe anticipated would be -
created by civil war in France;' In this event Qe shouid probably
be impelled to establlsh direct relationship —~probably in concert

-with the British Gommonwealth -~ with ex1st1ng ‘authorities in _
'Indochlna, French or Indochinese, in order to maintain'a stable
regime friendly to our interests. In the evéﬁt of a Communist'

\ “
victory in France, our position vis-a-vis the French colonies

would be analogous to that which pertained during the Viehy regime.
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